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Minutes of the Board of Governors of the Federal Reserve

System on Monday, November 1, 1965. The Board met in the Board Room

at 9:30 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Robertson
Mr. Shepardson

Mr. Mitchell
Mr. Daane

Mr. Maisel

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Young, Senior Adviser to the Board and Director,

Division of International Finance

Mr. Holland, Adviser to the Board

Mr. Solomon, Adviser to the Board

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Goodman, Assistant Director, Division of

Examinations

Mr. Furth, Consultant

Miss Eaton and Mrs. Semia of the Office of the

Secretary

Mr. Morgan, Staff Assistant, Board Members' Offices

Messrs. Brill, Partee, Garfield, Williams, Axilrod,

Dembitz, Gramley, Sigel, Eckert, Ettin, Fisher,

Gehman, Keir, Taylor, Thompson, Trueblood, and

Wernick of the Division of Research and Statistics

Messrs. Hersey, Irvine, Katz, Gekker, Gemmill, Mills,

and Nettles, and Miss Darlington of the Division

of International Finance

Economic review. The Division of International Finance reported

on international financial conditions, following which the Division of

Research and Statistics presented information relating to the domestic

economy. The staff then responded to several questions by members of

the Board based on the presentations.
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The staff comments were based to a considerable extent on the

contents of documents that had been distributed preparatory to tomorrow's

meeting of the Federal Open Market Committee. Copies of such documents

have been placed in the files of the Committee.

All members of the staff then withdrew except Messrs. Sherman,

Kenyon, Molony, and Fauver, and Mrs. Semia and the following entered

the room:

Mr. Cardon, Legislative Counsel
Mr. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank Operations

Mr. Solomon, Director, Division of Examinations

Mr. Johnson, Director, Division of Personnel Administration

Mr. Hexter, Associate General Counsel

Mr. O'Connell, Assistant General Counsel

Mr. Daniels, Assistant Director, Division of Bank Operations

Messrs. Leavitt and Thompson, Assistant Directors, Division

of Examinations

Mr. Sprecher, Assistant Director, Division of Personnel

Administration
Messrs. Burton, Donovan, Lyon, Noory, and Rumbarger of the

Division of Examinations

Mr. Smith, Legal Assistant, Legal Division

Mr. Hart, Assistant to the Director, Division of

Personnel Administration

Discount rates. The establishment without change by the Federal

Reserve Bank of Atlanta on October 29, 1965, of the rates on discounts

and advances in its existing schedule was approved unanimously, with the

understanding that appropriate advice would be sent to the Bank.

Circulated or distributed items. The following items, copies

of which are attached to these minutes under the respective item numbers

indicated, were approved unanimously:
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Letter to The Sumitomo Bank of California, San

Francisco, California, approving an extension of
time to establish a branch in Anaheim.

Letter to the Federal Reserve Bank of Kansas City

approving the payment of salaries to Dan S. Spencer,
Jr., as Cashier (Denver Branch) and Robert D. Hamilton
as Assistant Cashier (Omaha Branch) at the rates fixed
by the Bank's Board of Directors.

Item No.

1

2

Application of Mid-Continent Bancorporation. There had been

distributed a memorandum dated October 15, 1965, from the Division of

Examinations, with other pertinent papers, regarding the application of

Mid-Continent Bancorporation, Leadville, Colorado, to become a bank

holding company through the merger and consolidation into itself of Mid-

Continent Financial Corporation, which owned almost all of the shares

of Commercial Bank of Leadville, Leadville, Colorado, and Plains States

Financial Corporation, which owned almost all of the shares of First

National Bank in Walsenburg, Walsenburg, Colorado. The Federal Reserve

Bank of Kansas City and the Comptroller of the Currency recommended that

the application be approved, and the Colorado State Banking Board, after

first opposing the application and requesting a hearing, later withdrew

the request for a hearing and interposed no objection.

The Division of Examinations recommended that the application

be denied, on the grounds of financial condition, prospects, to some

extent management, and the public interest. The Division drew special

attention to the financial arrangements contemplated, with a high ratio
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of debt to net worth (debt would comprise 236 per cent or 183 per cent

of net worth, depending on method of calculation). The organizers of

Mid-Continent Bancorporation were for the most part the same group of

individuals who had organized the two small holding companies, control

of which they had acquired (and thus control of the two banks and certain

related insurance and real estate businesses) through a relatively small

investment. Their shares in the two small corporations would be exchanged

for shares in the new company that would rank equally with shares to be

sold to the public, at a price substantially above the price the organizers

had paid for their shares. Therefore, the per-share equity of the shares

sold to the public would be below their purchase price. It appeared that

the organizers and their close associates could probably control the new

company, as they did the two present companies, through ownership of

only about 13 per cent of the outstanding shares. There had been indica-

tions that, if the present application was approved, applications for

other bank acquisitions would follow, probably with financing arrangements

along the same lines as the present one. The Division believed that the

prospects of the applicant were at best only fair. Earnings of the pro-

posed subsidiaries were not large in absolute amount, and the burden

that would be placed upon them to service and retire the holding company's

debt would not allow much leeway if economic developments affected earn-

ings adversely.

If the Board should approve the application, however, the Division

recommended that the order include a proviso that the acquisitions not
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be consummated until a specified stage of progress of the proposed sale

of stock to the public and sale of subordinated convertible debentures

had been accomplished, or until an unconditional commitment for such

accomplishment had been obtained from an established underwriter. The

Division recommended further that in event of approval the Board's letter

to the applicant specify that the holding company's annual reports to

the Board, its books of account, and its published financial statements

show the company's investments in its subsidiaries at no more than its

proportionate interest in the net assets, and that as soon as possible

after the formation of the holding company it apply for a determination

under section 4(c)(6) of the Bank Holding Company Act with respect to

the insurance and real estate companies owned by the present holding

companies.

Mr. Thompson summarized the salient points of the application,

after which the staff responded to several questions by Governor Mitchell

bearing upon the debt-equity ratio of the applicant compared with those

of other bank holding companies, and the reasons for the conditions the

Division recommended in the event of approval.

Governor Maisel then said it seemed to him a key factor was the

maximum debt-equity ratio the Board would consider acceptable. He asked

if it would be feasible to negotiate with the applicant to obtain a satis-

factory debt situation as a condition precedent to approval.

Mr. O'Connell responded that although such a course could be

followed if the Board saw fit, he supposed the Board might not want to
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put itself in the position of structuring the holding company. There

was, however, a case (relating to a group of applications by First

Virginia Corporation, Arlington, Virginia, in 1962) in which the Board

informed the applicant that it had substantial question as to certain

aspects of its capital structure and suggested that the applicant present

whatever arguments and justification it might have for that structure or

submit any proposal it might wish regarding an adjustment. The Board did

not, he pointed out, suggest the terms of the adjustment. The applicant

voluntarily made revisions that the Board deemed sufficiently corrective

to warrant approval of three of the four applications involved, the other

being denied on grounds other than the applicant's capital structure.

After discussion of the fact that the currently proposed trans-

action would in effect create a new organization with greater value to

the organizers than the two companies that would be merged into it,

Governor Maisel commented that under a capitalist system it seemed to

him people should be allowed to increase the value of a business, although

there might be a question here whether the organizers were overpaying

themselves for their work. In response to a comment by Mr. Solomon that

it was not entirely clear what had been accomplished to bring about the

increased value, Governor Maisel pointed out that the organizers were

augmenting capital through public sale of shares in the holding company

and that they promised to effect certain improvements in the management

of the banks concerned. Mr. Thompson remarked that the subsidiaries still
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would be two small banks after the proposed transaction, just as before,

with no clear indication of ability to perform better as part of the

new holding company setup.

Governor Daane asked for elaboration of the point made by the

Division that the organizers probably could control the proposed holding

company through ownership of a relatively small percentage of the stock.

Mr. Thompson replied that the Division believed such a situation

might have adverse connotations for the future. Despite the burdensome

debt position, he said, everything might work out satisfactorily if

economic circumstances continued to be favorable, but under less favor-

able conditions there would be pressure on the earnings of the banks to

service the debt. Pressure might also arise to produce income for dis-

tribution to the stockholders.

Governor Mitchell brought out that the Leadville area was domi-

nated economically by a mining enterprise, which would appear to insure

stability for some time to come, although probably not too much growth,

whereas the Walsenburg area, where cattle operations were a major factor,

seemed to have some growth prospects. It appeared to him that the latter

area would be benefited by having a bank that, as a subsidiary of a hold-

ing company, might be able to provide better banking services than were

now available.

At the instance of Governor Shepardson there ensued a discussion

of financial arrangements that might have been preferable to those pro-

posed; for example, the organizers might have invested more of their own
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funds, or they might have sought to bring in as a subsidiary a stronger

bank that could provide support in the event of need. It was noted that,

although there was some indication that Mid-Continent might be expected

to try to acquire other banks, no information was presently available

as to the identity of any such banks.

Governor Maisel commented that the proposal would appear to effect

an improvement in the existing situation: there would be one holding

company instead of the present two, and additional equity capital would

be raised. The only basic objection would seem to arise if there was

some minimum ratio of equity to debt that the Board felt should be required.

Otherwise, it appeared to him that the considerations weighed on the side

of approval.

In further discussion the view was expressed that it seemed doubt-

ful that the Federal Reserve Bank of Kansas City, if asked to make sup-

plementary studies, particularly of the financial aspects, could add

much to the information now available.

The members of the Board then expressed their preliminary views

on the application beginning with Governor Robertson,who said he would

go along with the adverse recommendation of the Division. He did not

see that the public would derive benefits from consummation of the pro-

posal, and there were doubts regarding the financial structure of the

holding company. There was a possibility that it might be inclined to

drain the two subsidiary banks in the event of bad times, with no where-

withal for rescue operations. He did not consider that this was the

kind of holding company setup that should be approved.
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Governor Shepardson agreed that there was not a lot to be said

for the proposal. On the other hand, the Board had at times taken the

general approach that an application might be approved if there was no

particular weight against it, on the ground of permitting freedom of

business opportunity. He would reserve judgment for the time being.

Governor Mitchell expressed himself in favor of the proposal

because he believed a holding company of this sort would be beneficial

to the kind of economy Colorado had. He saw nothing particularly wrong

with the way in which the holding company was being created, although

he would subscribe to the conditions the Division had recommended if the

application was approved.

Governor Daane stated that he could not see a firm basis for

denial. There might be speculation about future prospects, but the

future of many banks and holding companies was subject to speculation.

On balance he would be inclined to approve, with the conditions sug-

gested by the Division.

Governor Maisel indicated that he held the same view as Governor

Daane, while Governor Balderston expressed agreement with Governor

Mitchell, adding that the image of holding companies generally was quite

different from the small-scale operation here proposed.

Chairman Martin indicated that he would go along with approval,

although with reservations because he considered this a doubtful case.

Mr. Solomon noted that the comments indicated that a majority

of the members of the Board were inclined toward approval, which would
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mean approval of a holding company with such a high ratio of debt to

equity as to represent a departure from the Board's attitude in the past.

It seemed clear, certainly, that the Board would not be content with

this kind of debt relationship in banks it supervised. Although it might

be argued that holding companies were different from banks, it would

still be well to consider carefully whether the Board would be willing

to set such a precedent for holding companies. The organizers in the

present case apparently thought that they could make a go of it and that

over a period of time the situation would work out satisfactorily. How-

ever, if this was regarded as sufficient in the supervision of holding

companies and banks generally, he thought there would be a substantial

erosion of standards.

There followed further discussion of alternative arrangements

that might be feasible, the practices contemplated by the organizers to

maintain or improve the financial structure of the holding company, and

the validity of the comparison of debt structure in holding companies

and in banks. Additional comments were made on the previous instance

in which the Board expressed substantial doubts about capital structure

and asked if the applicant wished to submit adjusted arrangements, and

the practicability of following such a procedure in regard to the present

application.

Chairman Martin then expressed the view that the point of prece-

dent should be fully considered. If approval would reflect a position
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totally out of line with other holding company situations, he might

wish to reverse the view he had expressed previously.

Other members of the Board also indicated that they would like

to study the matter further from the standpoint of precedent.

At the conclusion of the discussion, therefore, it was understood

that the staff would assemble for the Board's consideration figures com-

paring the debt-equity structure of Mid-Continent with other holding

company situations.

Messrs. O'Connell, Thompson, Smith, Burton, Donovan, Lyon, Noory,

and Rumbarger then withdrew from the Meeting.

Unfit $1 Federal Reserve notes. Federal Reserve notes in the

$1 denomination were first issued in November 1963. Section 16 of the

Federal Reserve Act required that unfit Federal Reserve notes be returned

to the Comptroller of the Currency for destruction, and accordingly the

notes of $5 and higher denominations were shipped to Washington for that

purpose. The $1 notes, however, were far more numerous than the higher

denominations, and substantial expense would be incurred if such a volume

of notes, as they became unfit, had to be shipped to Washington and if

they had to be sorted according to Bank of issue so that liability for

them could be extinguished on the books of the individual Federal Reserve

Banks with exactness. Treasury currency, including the $1 silver certifi-

cates that were gradually being replaced by the new $1 Federal Reserve notes,

was destroyed at the Federal Reserve Banks and branches under Treasury



11/1/65 -12-

Department regulations, but the Board's Legal Division did not believe

this procedure was permissible for $1 Federal Reserve notes under the

terms of section 16 of the Federal Reserve Act. The Legal Division

also believed that it was not legally permissible to allocate redemp-

tion credit for $1 Federal Reserve notes among the Reserve Banks accord-

ing to a formula reflecting typical distribution of the notes. The

Treasury Department had proposed legislation (S. 1308), which had been

endorsed by the Board, that would allow both local destruction of Federal

Reserve notes and allocation of redemption credit according to a formula.

The bill passed the Senate but was not reported out by the House Banking

and Currency Committee before the Congress adjourned in October 1965. In

the hope that relief might be obtained through the passage of such legisla-

tion, unfit $1 notes had been stored, unsorted, at the Federal Reserve

Banks and branches.

There had been distributed a memorandum dated October 26, 1965,

in which Mr. Farrell reported that unfit $1 notes were accumulating at

a rate that made it clear that some action would have to be taken soon.

He described various problems relating to pressure on vault space and

the workload and expense that would be involved if the notes had to be

sorted. He suggested and commented on three possible alternatives.

The first alternative would be to instruct all Federal Reserve

Banks and branches to begin immediately (1) sorting by Bank of issue

current receipts of all unfit $1 Federal Reserve notes; (2) shipping



11/1/65 -13-

such notes in whole-note form to the Office of the Treasurer of the

United States; and (3) following a similar procedure with respect to

such notes already on hand to the extent required by vault space limita-

tions and feasible in the light of available manpower. The second alter-

native would be to ship the notes to Washington for destruction without

any sort by Bank of issue and in such quantities as the currency redemp-

tion divisions of the Treasurer's Office and the Comptroller's Office

could handle. This alternative envisaged that redemption credit would

be allocated by formula, an arrangement that would have to be accepted

by the Comptroller since his Office had the basic responsibility for

records of redemption of Federal Reserve notes. The third alternative,

and the least costly, would be to destroy the notes locally, without

sort by Bank of issue, by destruction teams under the supervision of

representatives of the Comptroller of the Currency.

At the Board's request Mr. Farrell commented on the matter and

supplemented his memorandum with information reflecting consu
ltations

he had had with representatives of the Treasury Department, who 
favored

the first alternative.

The ensuing discussion developed a consensus that since the

Board, in endorsing the pending legislation, had taken the po
sition that

such legislation was needed for local destruction of the notes, 
the first

alternative procedure would be consistent with that position.

Governor Mitchell suggested that a temporary expedient, which

might relieve the problem with a minimum of expense until 
passage of
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the pending legislation, would be to sort only for each Bank's own notes,

Ship only those notes to Washington for destruction, and continue to

store, unsorted, the notes issued by the other eleven Banks. He pointed

out that a substantial part of the $1 notes issued by each Bank remained

in its own District.

Mr. Farrell agreed that such a procedure should save a substantial

part of the expense that would be involved in a twelve-way sort.

In response to an inquiry by Governor Maisel, Mr. Hexter commented

on the Legal Division's view that under existing law it was not permis-

sible to substitute formula allocation of redemption credit for the Bank-

of-issue sort. He brought out that the legal staff of the Treasury Depart-

ment agreed with this view.

Governor Robertson asked if it might not be feasible for each

Bank to sort its own unfit notes and then to destroy them under arrange-

ments such as contemplated by Mr. Farrell's third suggested alternative.

There was precedent for local destruction of Federal Reserve notes, as

Mr. Farrell's memorandum had pointed out, in that stocks bearing the

"gold clause" were destroyed at the Reserve Banks in 1946 under super-

vision of special destruction committees appointed by the Secretary of

the Treasury. The Comptroller of the Currency could appoint representa-

tives to supervise the destruction from his regional offices, and the

cost of such a procedure would be less than the cost of shipping the

notes to Washington. He felt that this alternative deserved exploration

with the Comptroller.
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Further discussion, however, disclosed a predominant view in

favor of the suggestion Governor Mitchell had made, and Governor

Balderston suggested that the procedure be followed only at Reserve

Bank offices that had severe vault space problems.

Mr. Farrell asked if the Board contemplated that the $1 notes

that were shipped to Washington would be cut lengthwise and the halves

shipped separately, as were higher-denomination notes. Responses appeared

to reflect a preference for shipping the notes in a form in which they

would be cancelled by perforation but not cut.

It was agreed that a letter to the Secretary of the Treasury

would be drafted reflecting an intention to proceed along the lines con-

templated by the foregoing discussion.

Messrs. Molony, Cardon, Fauver, Hexter, and Daniels then with-

drew from the meeting.

Retirement benefits under Bank Plan (Item No. 3). There had

been distributed two memoranda from the Division of Personnel Admin-

istration dated September 16, 1965, regarding the 80 per cent li
mita-

tion on total retirement benefits of retirees under the Bank Plan of

the Retirement System of the Federal Reserve Banks. One memorandum

contained a summary of the more detailed discussion in the other
. The

memoranda pointed out that a limitation of 80 per cent of averag
e final

salary on total retirement allowances (including pension, annuity,
 and

Social Security) was included by the Board as part of the 
approval of
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a revision of the pension formula, effective July 1, 1964. A later

amendment provided that a retiree could retire under the formula exist-

ing prior to July 1, 1964, if that was more generous. The Board of

Trustees of the Retirement System on June 16, 1965, adopted a resolution

that the Board of Governors be requested to reconsider the limitation.

The resolution was transmitted to the Board by a letter of July 22, 1965,

from the Retirement Committee, along with a memorandum from the Committee

and other material bearing on the request for reconsideration.

A review by the Division of Personnel Administration of the

background of the limitation and of the material submitted by the Retire-

ment Committee led the Division to the following conclusions: (1) the

Board's limitation action appeared to have accomplished its objective,

i.e., to eliminate unduly high payments but not to deprive a Reserve

Bank employee of any previously granted retirement rights; (2) from the

statistics and examples submitted, there did not appear to be justifica-

tion for eliminating the limitation; (3) the recent amendment to the

Social Security Act did not appear to change the retirement allowance

sufficiently to justify reconsideration of the 80 per cent limitation

per se; but (4) there did appear to be sufficient justification, based

on experience in the past year, for the Board to reconsider the applica-

tion of the 80 per cent limitation to the extent of allowing the annuity

portion of the retirement allowance to be computed at the rate of required

contributions at the time the employee retired. On balance, it would
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appear that the Board should consider such a revision if formally pre-

sented by the Retirement System. Consideration also might be given to

the possibilities of (a) making the revision retroactive to July 1, 1964,

and (b) stipulating that voluntary contributions arising out of this

revision would not be available for withdrawal in cash by the retiring

employee but rather would be restricted to the purchase of annuities.

Mr. Johnson, in commenting on the matter, brought out that the

suggestion regarding the use of voluntary contributions only for pur-

chasing annuities had elements of unfairness. It was based on a reasoning

that employees in the lower salary groups, especially, were usually unable

to handle relatively large amounts of cash to their best advantage. It

was not clear whether this suggested restriction enjoyed substantial

backing within the Retirement System, and presumably the point would

be considered carefully by the Trustees before they decided whether or

not to recommend such a restriction to the Board. Therefore, if the

point was to be mentioned in a letter to the Trustees at this time,

wording should be chosen that would avoid implying that the Board was

recommending the limitation.

Question was raised as to the practical effect, from the stand-

point of the Board's position, in advising the Board of Trustees that

the Board would be willing to reconsider the method of applying the 80

per cent limitation along the lines suggested by the Retirement Committee.

Governor Maisel remarked, on this point, that it would not seem

appropriate to indicate a willingness on the part of the Board to reconsider



11/1/65 -18-

the limitation, if the Trustees so recommended, in the absence of a

presumption that the Board would approve such a recommendation, and

there was general agreement with this comment.

Governor Mitchell commented that the overall question involved

the appropriate distribution of Retirement System net earnings, as

discussed by the Board on numerous occasions. It was not entirely clear

to him, for example, why the 80 per cent limitation should be applied

to an employee's own contributions.

Mr. Johnson reviewed the reasoning the Board had followed in

adopting the 80 per cent limitation, basic to which was the thought

that in moving to the present formula for benefits, which was considered

liberal, benefits should be limited generally to about the maximum that

was available to Civil Service retirees.

Governor Mitchell responded that this reopened the question

whether the Bank Plan benefits should be compared to Civil Service

retirement or to plans in effect in private industry, and Mr. Johnson

noted that the formula now in effect was liberal when compared to those

used in competitive organizations, according to a survey made by the

Actuary when the formula was under consideration.

After further discussion of various aspects of the present

benefits, unanimous approval was given to a letter to the Chairman of

the Board of Trustees of the Retirement System in the form attached as

Item No. 3.

The meeting then adjourned.
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Secretary's Note: Governor Shepardson

today approved on behalf of the Board

the following items:

Memorandum from the Division of Data Processing recouunending the

appointment of Mary Elizabeth Kerwin as Key Punch Operator in that

Division, with basic annual salary at the rate of $4,429, effective

the date of entrance upon duty.

Memorandum from the Division of Personnel Administration dated

October 29, 1965, recommending that the hourly rates of compensation

of certain part-time employees, as follows, be adjusted, effective

October 10, 1965:

Employee 

Hourly wage rate 
From To

Verna Ruth Hornbeck, Cafeteria Helper, $1.85 $1.91

Division of Administrative Services

Dorothy M. Manley, Substitute Maid, 1.68 1.74

Division of Personnel Administration

Ruth Page, Substitute Maid, Division of 1.68 1.74

Personnel Administration

ary
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, O. C. 20551

Board of Directors,
The Sumitomo Bank of California,
San Francisco, California

Gentlemen:

Item No.
11/1/65

ADORE'S orrociAL CORRESPONDENCE

TO THE SOAR°

November 1, 1965.

The Board of Governors of the Federal Reserve

System extends to May 4, 1966, the time within which

The Sumitomo Bank of California, San Francisco, California,

may establish a branch in the vicinity of the intersection

of Beach Boulevard and Ball Road, Anaheim, California.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.
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BOARD OF GOVERNORS Item No. 2

OF THE 11/1/65

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

ADDRESS orrsaim., CORRESPONDENCE
TO THE BOARD

November 1, 1965.

CONFIDENTIAL (FR) 

Mr. Homer A. Scott, Chairman,

Federal Reserve Bank of Kansas City,

Kansas City, Missouri. 64106

Dear Mr. Scott:

The Board of Governors approves the payment of salaries

to the following officers at the Federal Reserve Bank of Kansas City

for the period December 1 through December 31, 1965, at rates

indicated, which are those approved by your Board of Directors as

reported in your letter of October 18, 1965.

Annual

Name Title Salary 

Dan S. Spencer, Jr. Cashier
(Denver Branch) $13,800

Robert D. Hamilton Assistant Cashier
(Omaha Branch) 10,000 .

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. George H. Ellis,
Chairman, Board of Trustees,

Retirement System of the

Federal Reserve Banks,
c/0 Federal Reserve Bank of Boston,

Boston, Massachusetts. 02106

Dear Mr. Ellis:

'14 Q/1

Item No. 3
11/1/65

ADOPIC•111 OFFICIAL CORRE•PONOCNCC

TO THC •OARO

November 5, 1965.

This refers to the Retirement Committee's letter of July 22, 1965,

setting forth a resolution of the Board of Trustees of the Retirement System

of the Federal Reserve Banks requesting the Board of Governors to reconsider

the method of applying the 80 per cent limitation on total retirement bene-

fits under the Bank Plan.

The Board has given consideration to this request and believes the

basis upon which the limitation was originally decided is still valid and

therefore feels the limitation should be continued. However, as there does

appear to be sufficient justification based on the experience of the past

Year, the Board has reviewed a suggestion of the Retirement Committee and

Will reconsider the application of the 80 per cent limitation to the extent

that the annuity portion of the retirement allowance be computed at the rate

of required contributions at the time an employee retires, should a formal

recommendation to this effect be made by the Board of Trustees. In such a

recommendation, the Board would consider an effective date retroactive to

July 1, 1964, if such provision is felt desirable by the Board of Trustees.

Although the Board of Governors has no view on this matter at the

Present time, it is understood that the Board of Trustees might wish to re-

consider the term "additional contributions," as defined in the Rules and

Regulations of the Retirement System, if a formal recommendation is made by

the Trustees with respect to the application of the 80 per cent limitation.

Very truly yours,

'

Merritt She n,
Secretary.

c-c.: Mr. Karl R. Bopp,
Chairman, Conference of Presidents.

Mr. Marcus A. Harris,
Chairman, Retirement Committee,
Retirement System of the Federal Reserve Banks.


